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ARGENTINA: KEY ECONOMIC INDICATORS 


All values in U.S.$ million Exchange rate as of Dec. 3lst., 
and represent period averages 1980: one dollar equals 1,996 
unless otherwise indicated Argentine pesos 


% Change 
1978 1979 1979/78 1980 E/ 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Constant 1960 Prices 22,300 24,200 
GDP at Current Prices 63,000 103,000 
Per capita GDP at Current Prices (dollars) 2,347 See fe fa | 
Total Consumption Expend. Current Prices 42,500 70,800 
Gross Fixed Investment Current Prices 15,487 26,425 
Industrial Production Index (1960=100) 201.9 224.1 
Population (thousands) 26,843 275583 
Labor Force (thousands) 105224 205337 
Avg. Unemployment Rate (Oct.) (%) eT Lay 


MONEY AND PRICES 


Money Supply (M,) (Dec.) (Billion pesos) B/ 5,634 
Interest Rate, Commercial Banks (Dec.)C/ 225 
Price Indices: 
Wholesale Prices (Dec.1977=100) (Dec.) 243 
Consumer Prices (Dec.1977=100) (Dec.) 270 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exch. Reserves (Dec. 31st.) 6,037 10,480 
External Public Debt D/ 4,656 6,300 
Balance of Payments +3,220 +4,379 
Balance of Trade +2565 a 
Exports, Total (FOB) 6,399 7,810 
Exports to U.S. a3 560 

U.S... Share (%) 8.4 In3 
Imports, Total (CIF) 3,834 6,711 ; 
Imports from U.S. 704 1,412 100. 

U.S.Share (%) 18.4 21.50 - 


Main imports from the U.S.: Coal bituminous; organic chemicals; resins, 
rubber & plastic materials; aircraft; civil engineer & contractors 


equipment; ADP machinery & auxiliary equipment; electrical machinery & 
apparatus; internal combustion piston engines & parts. 


A/ GDP data at current dollars reflect the appreciation of the peso in 
real terms in relation to the dollar in addition to inflation and 
real growth. Thus, percentages are not reported since they would 
reflect a monetary impact rather than a current change in the economy. 
Currency in hands of the public and demand deposits. 
Transferable 30-day CD's on loans (effective annual rate). 
Capital only, disbursed over 180 days maturity. 
E Estimated. 
SOURCES: Ministry of Economy, National Institute of Statistics and Census, 
and Central Bank, all in Buenos Aires. 





ARGENTINA 


SUMMARY 


In 1980, Argentina's Gross Domestic Product declined, probably by about 1.5 per- 
cent. General Videla's administration, determined during the last two years to 
bring down inflation, has succeeded. For the first time since 1974,the infla- 
tion rate as measured by the Consumer Price Index fell below the three-digit 
level. But the cost to the agricultural and industrial sectors was high. Both 
dropped in real output, and the industrial and financial sectors in particular 
suffered from an increasing number of bankruptcies. The two principal tools 
used by the government to attempt to control inflation were reductions in im- 
port duties and a rate of exchange of the peso which lagged far behind the do- 
mestic inflation rate. These two policies squeezed local producers" profits, 
pinching them between rising local costs and internationally competitive prices. 


As the rate of inflation declined, real interest rates were positive during 
most of 1980. Those firms which needed to modernize plant and equipment to 
compete under the new rules of the game were caught in an erratic but more or 
less consistent upward trend in interest rates--rates which eventually some 
found they could not pay. Faltering payments threatened the banks which had 
financed the companies. Companies unable or unwilling to strengthen their 
debt/equity ratios found the burden of the overvalued peso, the reduced pro- 
tection from imports, and the high interest rates too great, and a number were 
forced into bankruptcy. [Iron and steel firms, textile companies, chemical pro- 
ducers, plastic product manufacturers, pulp and paper producers, tractor and 
‘machinery makers have been particularly hard pressed. The service sector and 
producers not subject to foreign competition, plus several industries somewhat 
more insulated from foreign competition than the others, have done well. 


For the first time since 1975, owing to rapidly rising imports and heavy tour- 
ist expenditures abroad, Argentina in 1980 had a trade deficit and a larger 

than anticipated current account deficit, not offset by the capital account. 

The internal fiscal deficit was larger than projected, partly due to generous 
public-sector pay raises. Much of it was financed by the printing press to 

avoid further hikes in interest rates. The lengthy transition period between 
General Viola's designation as General Videla's successor and his assumption of 
office exacerbated these problems. Speculation against the peso forced on the 
government three unanticipated changes in the exchange rate; the last aggra- 
vated the run to the dollar, which was stopped only by severe monetary restraints. 


President-designate Viola has said that he intends to reactive the economy, but 
that he does not intend to do so by reversing the government's policy of opening 
the economy to import competition. He may, however, adopt different policies to 
achieve the same goals, or he may elect an even more gradualist approach. He 
may brake imports and offer inducements to exports. For the United States, his 
policies may mean a slowdown in the growth of exports to Argentina, but the 
market will remain excellent for the capital goods Argentina needs on which to 
build a solid industrial base, and Argentina will continue to present to the 
United States an excellent climate for investment. 





A. Current Economic Situation And Trends 


Uncertainty Reigns In Long Political Transition 


On October 4, 1980, the Armed Forces, as universally anticipated, selected Lt. 
General Roberto Eduardo Viola, retired Commander-in-Ghief of the Army, to 
succeed Lt. General Jorge Rafael Videla as President of the Republic on March 29, 
1981. The six-month transition period was established in 1978 to provide for 

an orderly and calm changing of the guard. No one could have clearly foreseen 
some three years ago that the long transition from one military administration 
to another would evoke the uncertainty, confusion and speculation of the last 
six months or so. For almost five years, Argentina has been governed rather 
predictably. Its Minister of Economy, Dr. José Martinez de Hoz, has stayed at 
his post during this entire period, longer than any other Minister of Economy in 
Argentina's recent history--perhaps in its entire history as an independent 
nation. "Continuity" has become a watchword. But the prospect of possible 
policy change under the new administration produced intense uncertainty and 
anxiety and prompted speculation against the peso as the time neared for the 
new president's installation in office. 


Exchange Rate Policy Appears To Waver 


On three occasions, September 16, 1980, December 9, 1980, and February 2, 1981, 
speculation against the government's policy of maintaining an exchange rate 
commonly regarded as overvalued obliged the Central Bank to adjust its small, 
prefixed, and pre-announced monthly devaluations of the peso vis-a-vis the 
dollar. The first two adjustments bolstered confidence in the peso for short 
periods, but the last, a common accord between both the outgoing and incoming 
administrations, which included a ten percent devaluation, boomeranged. This 
seeming break with "continuity" caused a flight to the dollar and a loss of 
around $1.4 billion in reserves in the first two weeks of February alone. To 
staunch this hemorrhagesthe Central Bank raised the legal reserve requirement 
and its rediscount rate, thus drying up liquidity and causing interest rates to 
rise to unprecedented heights. These steps, plus a concerted effort by both 
Minister Martinez de Hoz and advisers to President-designate Viola to calm 
public fears, stopped the outflow of reserves, but shifted the instability to 
the internal financial markets, thereby risking a deepening of the recession 
already underway. When the transition is over and the new president is installed 
the economy is expected to settle into a more normal pattern of activity. 


Economy Slides Into Recession As Government Concentrates On Inflation 


Measured in current prices, Argentina is a $127 billion economy in terms of 
Gross Domestic Product (GDP). Measured in constant 1960 prices, it is a $24 
billion economy (the Argentine government is constructing a new index based on 
1970 prices). Gross Domestic Product probably declined in real terms between 
1.0 and 1.5 percent in 1980 compared with 1979. The output of the agricultural 
sector fell about three percent while manufacturing output declined around four 
percent. The government has been willing to sacrifice growth, despite a hail- 
storm of criticism, in order to bring inflation down. The two principal tools 
it has employed to achieve its goal have been the maintenance of an overvalued 
peso, consistently lagging behind the domestic inflation rate, and a programmed 





reduction of tariffs. These two are the pillars on which Minister Martinez de 
Hoz's policy of opening the economy stands. 


Both measures have facilitated imports, which rose from $6.7 billion in 1979 to 
about $10.4 billion in 1980, an increase of 55 percent, following an increase of 
76 percent in 1979 over 1978. Import duties on most items (with the notable 
exception of capital equipment not locally produced, which enters duty free) 

are now between 40 and 55 percent, which must appear high, but do not completely 
protect industries accustomed to duties of 200 to 300 percent. Both measures 
hamper exports. The overvalued peso puts a price ceiling on the exporter's 
earnings when he exchanges them for pesos, while his local costs continue to 
rise. Intermediate goods, which become components of a finished product for 
export, are often subject to the same or higher import duties as the imported 
finished product. Exports rose from $7.8 billion in 1979 to $8.0 billion in 
1980, only a two percent increase. 


The agricultural and industrial sectors of the economy have, of course, suffered 
the most from the combination of an exchange rate lagging behind the inflation 
rate and the import duty reductions. Agricultural production in 1980 declined 
three percent while manufacturing output fell four percent. In contrast, mining 
was up two percent, services 15 percent, and construction four percent. Grain 
crops were hit by adverse weather last year. Volume was down, but export prices 
were higher, because of the premium the USSR was willing to pay for Argentine 
corn and sorghum in the face of the partial grains embargo. Meat exports were 
down 35 percent, despite Russian beef purchases. Traditional Argentine exports 

such as cotton, dried vegetables, fruits and citrus products have lost many of 
their foreign markets. Agriculture still accounts for 75 percent of all 
Argentine exports. In the industrial sector, the iron and steel industries, 
textiles, chemicals, plastics, paper products, tractor assembly and machinery 
have been hit the hardest by foreign competition. All four companies assembling 
tractors in Argentina ceased production in 1980. The automobile industry, which 
still enjoys relatively high protection, did show growth, but it has had to re- 
structure itself, and only four companies are now left manufacturing automobiles 
in Argentina. Pharmaceuticals also fared well because of nontariff barriers to 
trade. The cement industry is naturally protected by high transportation costs 
and grew because of government construction projects. The aluminum industry and 
oil refineries registered higher production. Nevertheless, capacity utilization 
in the entire industrial sector averaged only 50 percent. 


The government did succeed in bringing down the rate of inflation. For the 
first time in six years, the inflation rate in Argentina was double-digit rather 
than triple-digit, and this achievement has been the government's top priority 
since December 1978. Using the exchange rate as its principal weapon, while 
cutting the redundancy out of import duties, the government brought the Con- 
sumer Price Index (CPI) inflation rate down from 140 percent in 1979 to 87.6 
percent for the whole of 1980, and the Wholesale Price Index (WPI) inflation 
rate down from 129 percent in 1979 to 57.7 percent in 1980. With some erratic 
movements, such as the higher rates registered when the Value Added Tax was 
expanded and increased in October 1980, and the increase in inflation rates 
anticipated in the wake of the February 1981 ten percent devaluation, a definite 
downward trend has been established. For the last six months of 1980, the CPI 
was increasing an annual average of only around 53 percent. This success was 
achieved, however, at considerable cost to farming, business and banking. 





Bankruptcies Shake The Financial System 


Another objective in opening up the economy and in overvaluing the peso was to 
force the modernization of the once over-protected industrial sector, reduce 
costs, and bring about a transfer of resources to more efficient and productive 
activities. To a significant extent this process is taking place. At the same 
time, the process has caused serious price and cost distortions. Producers not 
subject to import competition have been able to raise their prices with little 
hindrance. The service sector of the economy, which accounts for 46.5 percent 
of GDP, and which theoretically was to lower its prices as the productive sector 
did so, has kept inflation from falling more sharply by steadily raising prices. 
Those producers subject to foreign competition have found their profits vanish- 
ing between uncontrollable rising local costs on the one hand and the cap put 
on their prices by imports and the overvalued exchange rate on the other. The 
result in many cases, critics argue, has been a transfer of income and resources 
not to other productive lines or to firms with potential earnings capabilities, 
but to the inefficient--the wholesaling and retailing system, the state enter- 
prises, and the services sector in general. Critics also contend that, to some 
extent, income has shifted to the speculator--the gambler in real estate, 
finance, foreign exchange, the stock market and commodities. 


For all but three months of 1980)the capital market experienced positive real 
interest rates. Minister Martinez de Hoz intended this effect when he freed 
interest tates in June 1977. As has been said, it was once good business to 

be in debt in Argentina, but no longer is this the case. Interest rates in 

1980 were sometimes 25 to 30 percent (on an annual basis) in excess of the infla- 


tion rate. They are now prohibitively high owing to contraction of liquidity 
in the wake of foreign exchange speculation. These rates are attractive to 
Savers, but intolerable for borrowers, especially in this 30-day rollover mar- 
ket, where term lending was only beginning to put in another appearance. 


The exchange rate policy, the cheaper imports, the fall in domestic demand, and 
the high financial costs are subjecting the industrial sector and significant 
portions of the farm sector to a wringing-out. Bankruptcies in 1980 totalled 
713 in number, 116 in December alone, with total peso liabilities equivalent to 
$1.1 billion, an increase in constant pesos of 74.2 percent over 1979. While 
the government and its defenders contend that this restructuring of the pro- 
ductive sector has been healthy and necessary, critics claim that the industrial 
sector is in danger of extinction, and that the policy, far from reducing infla- 
tion, has in reality only repressed and transferred it to non-productive sectors. 


The plight of the industrial sector has also endangered a number of banks. Bad 
debt and loans with overdue payments are estimated at 20 percent of total out- 
standing loans of the financial system, or the equivalent of $10 billion. Since 
last March, when the Banco de Intercambio Regional (BIR) was closed, 28 banks 
and finance companies failed in 1980, and seven others have failed as of March l 
this year. SASETRU, a large grain exporting and food processing conglomerate, 
has been declared bankrupt. Some financial institutions that made large loans 
to SASETRU have gone under or been sold, and other financial institutions and 
suppliers may be damaged by its bankruptcy. The current liquidity squeeze is a 
further ordeal for the financial system. 





Large Fiscal Deficit Hampers Inflation Control 


The anti-inflationary policy implemented by Minister Martinez de Hoz during the 
last two years, as already observed, relied on the control of the foreign ex- 
change rate, while the money supply was seen as an endogenous variable auto- 
matically adjusted by capital movements through the inflow and outflow of foreign 
exchange. The model, however, was designed to function on the assumption of a 
fiscal deficit being progressively reduced to under three percent of GDP. This 
assumption in turn rested during 1980 on two postulates: a growth rate of five 
percent and a CPI inflation rate of 45 percent, neither of which proved accurate. 
According to official figures, the fiscal deficit was 4.2 percent, more like 
five percent according to some unofficial ones. Financing the deficit proved a 
difficult problem. During the last four months of the year;the Central Bank 
financed it through direct advances to the Treasury; that is, by monetary issue. 
The Treasury was naturally reluctant to borrow from the public and thus drive 
interest rates higher. The government had considerable difficulty controlling 
the budget in 1980. The major cause of the unexpectedly high deficit appears 

to have been a 20 percent real wage increase in the public sector, against a 
planned increase of 15 percent. This increase above the prevailing inflation 
rate was defended as making up for the pay-lag behind inflation in the previous 
years. 


Public outlays have also served to maintain full employment. Notwithstanding 
the recession, the shift in demand from locally produced goods to imported 
goods, the bankruptcies, and the hank failures, unemployment has risen only 
marginally to 2.5 percent of the work forces The government is not an employer 
of last resort, but it has not rid itself of all the redundancy it inherited 

in its ranks of workers. Of all its goals, reducing the size of the state's 
participation in the economy has been the most difficult to accomplish, though 
there has been marked progress. One of the government's methods has been to 
decentralize its activities, to give more responsibility to the provinces and 
municipalities. Initially, this policy has meant greater outlays to the pro- 
vinces, particularly those in the northwest in 1980, and less revenue as the 
Central Government permitted the provinces to retain income which was once trans- 
ferred to the national budget. Among the state enterprises, the railroads were 
again the deepest in the red. The post office also needed subsidies, while 
other state enterprises required financial assistance of one kind or another. 


The magnitude of the deficit and the way it was financed have been much criti- 
cized. Critics assert that a major effort is necessary to curb public expendi- 
ture in order to bring inflation under control. The money supply (M-1) increased 
by 97 percent in 1980 over 1979. One of the reasons was the urgent need to in- 
ject liquidity into the banking system to handle the financial crisis which 
rocked the country in March 1980 by the fall of a large commercial bank. Money 
creation in 1980 was partly offset by a deficit in the balance of payments. 


External Accounts Register Deficits 


For the first time since the present military government took power, Argentina's 
trade surplus disappeared last year, giving way to a deficit estimated at 
approximately $2.4 billion. The rapid growth of imports and the stagnation of 
exports, caused by the factors earlier set forth, account for this shift. 





External debt service payments plus high tourism expenditures abroad, not off- 
set by short-term capital inflows toward the year's end, brought the current 
account deficit to approximately $4.5 billion. The capital account remained 
positive, but Argentina had a balance-of-payments deficit of approximately $4 
billion on December 31, 1980. 


Speculation against the peso owing to the uncertainty over the policy of the 
future government caused a drain of over $5 billion on Central Bank reserves 
from mid-August to mid-February. Reserves on March 1 are estimated at around 

$5 billion--still at a safe level--a little under 50 percent of estimated annual 
imports. The drain was so rapid, however, that the government had to move 
quickly to remove liquidity from the financial markets. Last year's export/ 
import ratio of 76 percent should not be particularly worrisome, but should the 
ratio fall further, the new administration would face a genuine problem. 
Minister Martinez de Hoz, however, has predicted that the trade account will 

be in equilibrium in 1981. 


The external debt, both public and private, at the end of 1980 is placed. at 

$25 billion. The debt service on the public portion was $3 billion, which 
translates into a debt-service ratio of 37.5 percent. This figure is high 
(though not exceptionally so for Latin America), and a continuing increase would 
pose another problem for the new administration. For these reasons, trimming 
public expenditures and increasing exports are expected by many Argentines to 
be the top priorities of the new administration. 


New President Aims At Stimulating Production: Exports Will Rise 


President-—designate Viola has indicated that he intends to make no essential 
changes in policy, while stating that "changes in instrumentation" are likely 
in order to "reactivate the economy."" These sparse statements have so far 
failed to dampen speculation over what the new president will do. It continues 
despite the official announcement of the members of his cabinet. After five 
years during which a powerful minister presided over a superministry, the 
Argentine leadership has divided the Ministry of Economy into five new minis- 
tries: Economy, Treasury and Finance; Agriculture and Livestock; Industry and 
Mining; Commerce and Maritime Interests; and Public Works and Services. All 
five of General Viola's appointments to these new ministries have in varying 
degrees criticized the policies of Minister Martinez de Hoz. 


One of the last acts of Minister Martinez de Hoz and his team was the submission 
of the government's budget for 1981. To bring down the public deficit to 2.9 
percent of GDP, a number of principles were adopted. There will be no increase 
in real wages as there was in 1979 and 1980. Wages in the public sector will 
be increased only to keep pace with the rise in the cost of living. The policy 
of reducing government employment will continue. Government layering will be 
reduced. There will be 13 ministers, but no secretaries of state, and fewer 
under secretaries of state than during the Videla administration. Public 
investment will be held to 8.6 percent of GDP, the figure established by the 
1980-89 investment plan. Tax rates will not be increased, but collection is to 
become more efficient. The generalization of the Value Added Tax in October 
1980 should help, since it is much harder to evade than some of the taxes 
eliminated. The budget is premised on a real growth rate in GDP of four to 
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five percent and a CPI inflation rate of only 45 percent. A growth rate of two 
to three percent and an inflation rate of 60 to 70 percent are seen by govern- 
ment critics as more likely. President Viola may therefore have to ask his 
team to do more trimming. If the budgetary targets are to be met, government 
projects will have to be delayed, such as some in the nuclear energy field and 
in big construction. Politically, this budget will be difficult to implement, 
and General Viola may be expected to be sensitive to its political and social 
implications. 


The major question in General Viola's administration will be exchange rate 
policy. A substantial devaluation would be highly inflationary unless accom- 
panied by stringent monetary and fiscal controls and possibly price and wage 
controls, which in turn would imply a sizeable, and probably unacceptable, 
increase in unemployment. More likely is a continuation of the predetermined, 
pre-announced monthly mini-devaluations, perhaps at an accelerated rate. Ina 
press backgrounder given by “sources close" to, President-designate Viola, it 
was said there would be no change in the devaluation rate already fixed through 
August 31, 1981 at three percent a month. 


To reanimate agriculture and industry,General Viola may slow and rationalize 
import duty reductions to allow domestic producers to recover some profitability. 
Such a policy would not be a reversal of the "opening of the economy," but rather 
a more gradual approach. The new government may be expected to continue to use 
export rebates. The law calling for their elimination by 1986 still permits 
rebates up to 24 percent during 1981. General Viola may introduce other tax 
breaks. More important changes cannot be ruled out. To many observers, 
Argentina's economy needs a respite. The measures suggested here would result 

in an accelerated rate of inflation, but not to the 1979 CPI rate of 140 per- 
cent. Every effort will undoubtedly be made to keep the rate well within the 
two-digit levels Nevertheless, the policy thrust is expected to aim at re- 
activating the economy more than at controlling inflation. 


A near record grain and oilseed crop of over 34 million tons will help General 
Viola get off to a good start. Agricultural exports could total around $7 
billion this year, at least $1 billion more than last year. Slowing imports 
while spurring exports would improve Argentina's external position as well. 
However, at the present-rate of imports, Argentina has sufficient reserves to 
cover five months' worth, a very respectable margin. 


Implications For The United States 


Despite the recession in 1980, Argentina is still a growing market for U.S. 
goods and services. Preliminary figures indicate that U.S. exports to Argentina 
totalled around $2.6 billion in 1980, an increase of 37 percent over 1979, a 
phenomenal year when Argentina was the fastest growing U.S. export market in 

the world. In 1980, the United States retained its share of 25 percent of the 
Argentine import market, making the United States by a wide margin Argentina's 
main supplier. 


Notwithstanding a somewhat erratic year, Argentina still enjoys a strong foreign 
exchange position and an excellent credit rating with foreign commercial banks 
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and international financial institutions. In 1980 three large U.S. banks joined 
five already here in establishing branches in Buenos Aires. Despite specula- 
tion against the peso, Argentina maintained its policy of minimum exchange con- 
trols and permitted uninhibited repatriation of profits, dividends, royalties 
and fees. Although some changes in policy are anticipated, the encouragement 

of capital investment in modernization of plant and equipment is fully expected 
to continue. Though the scheduled reduction of import duties may be slowed, 

the duty-free entry of capital equipment not made in Argentina will probably 

be retained. According to a decree-law currently in effect,the increase is to 
be extended through 1983. 


Any measures General Viola takes to slow imports, however, are bound to produce 
eventually a corresponding deceleration in the increase in U.S. exports to 
Argentina. The necessity of adhering closely to the 1980/89 public investment 
plan, requiring a slowdown in government projects, will also have an impact on 
U.S. exports. Nevertheless, the policy objective of opening Argentina's 
economy will not have changed, and the market for U.S. exports should remain 
good. The investment climate remains excellent. In addition to an extremely 
liberal investment law, a new mining code is specifically designed to draw 
foreign investors to help realize Argentina's relatively untapped potential in 
this immensely rich field. 


The following industry/product sectors represent good opportunities to U.S. 
firms for exports of machinery, equipment, technology and services: electrical 
power generation and distribution, telecommunications, mining and extraction, 
construction, oil and gas field exploration and extraction, machine tools and 
metalworking, computers and peripherals, health care, food processing and 
packaging, plastics processing, chemical and petrochemical industries, process 
controls, and pollution control. Numerous major projects in the government 

and private sectors involving billions of dollars in investments in the coming 
years, especially in the fields of power generation and distribution, communi- 
cations, and mining, will be of particular interest to U.S. firms. 


The wide range of U.S. Government trade promotion events being organized for 
the coming year include trade missions to Argentina (some combined with 
technical seminars) promoting machine tools and metalworking equipment (April 
1981), petroleum exploration and extraction equipment (June 1981), aviation 
equipment (August 1981), and instrumentation (November 1981). The Feria de la 
Industria Norteamericana (U.S. Industry Trade Fair) to be held in September 
1981 in Buenos Aires will offer an excellent setting for U.S. firms in all 
branches of capital and consumer goods to launch or expand marketing activities 
in Argentina. For detailed information on export opportunities, major projects, 
the climate for foreign investment in Argentina, and coming trade promotional 
events, consult the Country Marketing Manager for Argentina, ITA/ED/OCMM, 

Room 4039, U.S. Department of Commerce, Washington, D.C. 20230, telephone: 
(202) 377-5427. 
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